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INDEPENDENT AUDITORS’ REPORT

To the Partners of
lowa Fund of Funds, Fund A, LLLP:

We have audited the accbmpanying balance sheets of Iowa Fund of Funds, Fund A, LLLP (the “Fund”)
as of December 31, 2006 and 2005, and the related statements of operations, partners’ equity, and cash
flows for the year ended December 31, 2006 and for the period from October 30, 2003 (inception)
through December 31, 2005. These financial statements are the responsibility of the Fund’s
management. Our respons1b111ty is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. :

Tn our opinion, the financial statements present fairly, in all material respects, the financial position of the
Fund as of December 31, 2006 and 2005, and the results of its operations and its cash flows for the year

ended December 31, 2006-and for the period from October 30, 2003 (mceptlon) through December 31,
2005 in conformity with accounting principles generally accepted in the United States of America.

Wiﬁulé‘\"eucﬁxubbP

November 21, 2007

Member of
Deloitte Touche Tohmatsu




IOWA FUND OF FUNDS, FUND A, LLLP

BALANCE SHEETS
DECEMBER 31, 2006 and 2005

ASSETS

Cash and cash equivalents

Investment in portfolio funds. - .

Receivable from General Partner - Iowa Capital Investment Corporation
Loan origination fees, net of accumulated amortization

of $52,742 and $26,371 for 2006 and 2005, respectively
Prepaid expenses ’

TOTAL ASSETS

LIABILITIES AND PARTNERS' EQUITY
LIABILITIES: -
Accounts payable

Interest payable
Note payable

Total liabilities

PARTNERS' EQUITY:
General Partner
Limited Partners

Total partners' equity

TOTAL LIABILITIES AND PARTNERS' EQUITY

See notes to financial statements.

2006 2005
$4,025,052  $5,029,426
2,370,000 630,000
847,039 843223
- 26371
25,000 350,108
©$7,267,091 $6,929,128
$ 26976 $ 3478
19,657 22,806
4,000,000 5,000,000
4,046,633 5,026,284
320,458 1,902,844
3220458 1,902,844
$7267,091  $6,929,128
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IOWA FUND OF FUNDS, FUND A, LLLP

STATEMENTS OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2006 AND

FOR THE PERIOD FROM OCTOBER 30, 2003 (INCEPTION)
THROUGH DECEMBER 31, 2005

INTEREST INCOME

EXPENSES:
Interest expense
Management fees
Legal fees
General and administrative expenses

Total expenses

NET LOSS

See notes to financial statements.

2006

$§ 230,464

2005

97,301

302,931
650,000
65,939
58,626

140,569
433,800

20,988
106,455

1,077,496

701,812

$ (847,032) $ (604,511)



[OWA FUND OF FUNDS, FUND A, LLLP

STATEMENTS OF PARTNERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2006 AND

FOR THE PERIOD FROM OCTOBER 30, 2003 (INCEPTION)

THROUGH DECEMBER 31, 2005

INCEPTION BALANCE, October 30, 2003
Capital contributed }

Net loss

BALANCE, December 31, 2005
Capital contributed

. Net loss

BALANCE, December 31, 2006

See notes to financial statements.

General - Limited

Partner Partners Total
- $ - $ -
- - 2,507,355 2,507,355
- (604,511) (604,511)
- 1,902,844 1,902,844
- 2,164,646 2,164,646
- (847,032) (847,032)

$ 3,220,458

$ 3,220,458




| IOWA FUND OF FUNDS, FUND A, LLLPV

STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2006 AND
FOR THE PERIOD FROM OCTOBER 30, 2003 (INCEPTION)

THROUGH DECEMBER 31, 2005

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile'net loss to net cash
used in operating activities:
Amortization of loan origination fees
Change in:

Receivable from general partner - Iowa Capital Investment Corporation

Prepaid expenses
Accounts payable
Interest payable
Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in portfolio funds

CASH FLOWS FROM FINANCING ACTIVITIES:
Capital coatributed

Borrowings on note payable
Payments on note payable
Debt origination fees .

Net cash provided by financing activities
NET CHAN GE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS:
BEGINNING OF PERIOD

END OF PERIOD

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest

See notes to financial statements.

2006 2005
$ (847,032) $ (604,511)
26,371 26371
(3,816) (843,223)
325.108 (350,108)
23,498 3.478
(3.149) 22.806
(479,020) (1,745,187)
(1,690,000) (680,000)
2,164,646 2,507,355
] 5,000,000
(1,000,000) ;

; (52,742)
1,164,646 7,454,613
(1,004,374) 5,029,426
5,029,426 ]

$4,025052 $ 5,029,426
$ 279,709

$ 91,392




v‘__i
o e

IOWA FUND OF FUNDS, FUND A, LLLP

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006 AND
FOR THE PERIOD FROM OCTOBER 30, 2003 (INCEPTION) THROUGH DECEMBER 31, 2005

1. BASIS OF PRESENTATION

Towa Fund of Funds, Fund A, LLLP (the “Fund”) was formed under the Iowa Limited Partnership Act
and Iowa Code 135E.61 for the purpose of making investments in private seed and venture capital '
partnerships or entities in a manner that will enhance the venture capital and infrastructure in the State
of Iowa so as to increase venture capital investment within the State of Iowa. The Fund began
operations on October 30, 2003, and will continue in existence until October 30, 2053 as stated in the
agreement of the limited partnership dated June 9, 2005 (“Partnership Agreement”), unless it is sooner
dissolved by operation of law or with the unanimous consent of the partners. No significant financial -
transactions occurred in the Fund prior to June 28, 2005.

The Fund currently has four partners: the General Partner of the Partnership is Iowa Capital Investment
Corporation (“ICIC”), a private, not-for-profit lowa corporation; Iowa Designated Investor, Inc. (“IDI”),
an Jowa cofporation, is a Preferred Limited Partner; Iowa Fund of Funds, L.C., an Jowa limited liability
company owned by ICIC, has been admitted as the Special Limited Partner; and Cimarron Capital
Partners LLC (“Cimarron”), a Delaware limited liability company, has been admitted as a limited
partner. Additional Preferred Limited Partners may be admitted from time to time as provided in the
Partnership Agreement. Cimarron is employed by ICIC as the Fund’s manager.

The investments by the Fund are focused principally on partnership interests in private venture capital
funds and not in direct investments in individual businesses. Each portfolio fund in which the Fund
invests (“Portfolio Fund”) makes a commitment to consider equity investments in businesses located
within the State of Iowa and is required.to maintain a physical presence within the State of Jowa. Such

“physical presence requirement can be met in a number of different ways and is subject to a written
agreement. '

2. SUMMARY OE-SIGNIFICAN T ACCOUNTING POLICIES

Basis of Accounting - The Fund prepares its financial statements on the accrual basis of accounting,
which recognizes revenue as earned and expenses when incurred, rather than when cash is actually
received or disbursed.

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amount of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash Equivalents - Cash equivalents include highly liquid securities, investments in interest-bearing
money market deposits, and short-term debt securities with maturities of three months or less when
purchased. '




The Fund maintains cash accounts with a bank located in Iowa. Combined balances of cash accounts
are insured by the Federal Deposit Insurance Corporation (“FDIC”) up to $100,000 per bank. The Fund
had cash balances of approximately $3,925,000 in excess of FDIC insured limits at December 31, 2006.
The Fund has not experienced any losses in these accounts.

Investments - In connection with the Fund’s investment in a Portfolio Fund, the Portfolio Fund agrees
to consider investments in Jowa companies that may, in turn, have a positive impact on the economy in
Towa. At December 31, 2006 and 2005, the Fund owned less than 20% of the total equity of each
Portfolio Fund and was not a controlling partner or member of any of the Portfolio Funds in which it
was invested. The Fund’s interest in each Portfolio Fund generally may not be assigned, sold,
transferred or otherwise disposed of without written consent of the general partners or managers of the
respective funds.

All of the Fund’s investments are accounted for using the cost method. Under this method, income
recognized by the Fund is limited to distributions received, except that distributions that exceed the
Fund’s share of earnings are applied to reduce the carrying value of the investment. Additional capital
contributions are recorded as increases to the carrying value of the investment.

Under the provisions of Statement No. 124 issued by the Financial Accounting Standards Board
(FASB), Accounting for Certain Investments Held by Not-for-Profit Organizations, the Fund is
generally not required to estimate the fair value of its investments with non-readily determinable fair
values. However, in accordance with FASB Staff Position FAS 115-1/124-1, The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments, if events or changes in
circumstances occur that could have a significant adverse effect on the value of an investment,
Cimarron performs procedures to estimate the fair value based on information provided by management
of the related Portfolio Fund. If the estimated fair value is less than the recorded cost of the investment,
the investment is deemed impaired, and Cimarron makes a determination if the impairment is temporary
or other than temporary based on consideration of currently known facts and circumstances. If the

impairment is determined to be other than temporary, the recorded amount of the investment is reduced,

and a loss is recorded (see Note 4)

Given the nature of the Fund’s investments, determining the estimated fair value of the Fund’s interest
in these Portfolio Funds involves a great degree of subjectivity. Estimated fair values may differ
significantly from the values that would result if a ready and active market for these investments
existed, and such differences could be material. In addition, these estimated fair values could be subject
to material changes in the near future, and such changes could have a significant impact on the Fund’s
financial statements. '

Interest Income - Interest income is recognized as earned.

Organization Costs - Costs incurred in connection with the establishment of the Fund, consisting
principally of professional fees, have been expensed as incurred.

Income Taxes - The Fund is a partnership that is considered a pass-through entity for federal, state, and
local income tax purposes. Accordingly, no provision for income taxes is reflected in the financial
statements. Allocation of Fund profits and losses for tax return purposes is based upon taxable income,
‘which may differ from profits and losses for financial reporting purposes. '




Risks and Uncertainties - The Fund’s ability to recover its investment in the various Portfolio Funds is
dependent upon a number of factors, including the ability of the individual Portfolio Funds to generate
and distribute cash flows to the Fund, their ability to execute investment exit strategies in accordance
with their individual objectives, the economic and industry conditions in the geographical areas in
which the Portfolio Funds operate and other factors that may affect national securities markets.

PARTNERSHIP PROFITS, LOSSES, AND CASH DISTRIBUTIONS

The Partnership Agreement provides that amounts received by the Fund from a Portfolio Fund
(including proceeds realized by the Fund from a sale of property distributed by a Portfolio Fund) net of
expenses and reserves (collectively considered to be net cash flow), generally shall be distributed first
to Cimarron as the Fund’sManager to defray any income tax liabilities arising from its ownership of an
interest in the Fund (determined pursuant to the Partnership Agreement), and thereafter among the
Partners as follows:

e First, to the Preferred Limited Partners, in proportion to their Unpaid Distribution Preferences
(as defined in the Partnership Agreement) in respect of the particular portfolio investment
which includes compounding at a Minimum Rate (as calculated from time to time per the
Partnership Agreement) until the Preferred Limited Partners have received distributions equal
to their Distribution Preference (as defined in the Partnership Agreement) with respect to such
portfolio investment;

e Second, to Cimarron, until Cimarron has received distributions equal to a 7.5% “carried
interest”” on the Fund’s profits and net losses from interests in portfolio investments (as
determined under the Partnership Agreement);

e Third, to the Preferred Limited Partners, in proportion to their respective Aggregated Unpaid
Distribution Preferences (as defined in the Partnership Agreement) which includes
compounding at a Minimum Rate (as calculated from time to time per the Partnership
Agreement) until the Preferred Limited Partners have received distributions equal to the sum of

- their Distribution Preferences with respect to all portfolio investments;

e Fourth, to the Preferred Limited Partners, in proportion to their respective unpaid Scheduled
Return until each.Preferred Limited Partner has received distributions equal to their Scheduled
Return; ' ' '

o Fifth, 100% to the Special Limited Partner (who is owned by ICIC) until the cumulative
distributions to the Special Limited Partner equals the product of 10 multiplied by the
cumulative distributions previously made to Cimarron as “carried interest” above;

* Thereafter, 99% to the Special Limited Partner and 1% to Cimarron.

For the year ended December 31, 2006 and the period from October 30, 2003, (inception) through
December 31, 2005, net cash flow was used to pay for operating expenses and management fees.

There were no distributions to partners for the year ended December 31, 2006 and the period from
October 30, 2003 (inception) through December 31, 2005.

The Partnership Agreement provides that profit and loss of the Fund shall be allocated among the
Partners in a manner consistent with each Partner’s share of distributions of net cash flow.




PORTFOLIO INVESTMENTS

Investment in portfolio funds at December 31, 2006 and 2005 are set forth below. The Fund had no

" investment commitments at December 31, 2006 other than discussed below.

Prolog Capital Il, L.P.
Headquarters: St. Louis, Missouri

Business: Venture capital fund investing in early stage
- life sciences firms.

Ownership: J 7.8% Equity Interest .
lnyestment Commitment: $5,000,000

2006 Cost Basis $1,545,000

2005 Cost Basis $680,000

Bayview Capital Partners Il, L.P.
Headquarters: Minnetonka, Minnesota

Business: _ Venture capital fund investing in later stage small
manufacturers, distributors, and business service firms

Ownership: " . 6.01% Equity Interest
Investment Comrﬁitment: $2,750,000

2006 Cost Basis ’ $825,000

2605 Cost Basis - . $ -

The Portfolio Funds held:at December 31, 2006 and 2005 were evaluated for impairment due to the fact
that these Portfolio Funds and their respective underlying portfolio of companies are experiencing
expected losses in the initial phases of operations as is usual in these types of investments. The
estimated aggregate fair values of the Portfolio Funds at December 31, 2006 and 2005 totaled

-approximately $2,020,000 and $470,000, respectively, resulting in aggregate unrealized losses of

approximately $350,000 and $210,000, respectively. The aggregate amount of unrealized losses that .
have been in an unrealized loss position for a period greater than twelve months at December 31, 2006
was $210,000. The Fund considers these losses to be temporary. As additional capital is invested in
more Portfolio Funds, and as the underlying companies in which the Portfolio Funds invest develop
their anticipated potential, the Fund anticipates that the estimated fair values of these investments will
increase to equal or exceed the Fund’s cost.

10




Ut

- NOTE PAYABLE

‘The Fund has a loan agreement with a bank that provides for a total credit line of $5,000,000. The

agreement expired August 31, 2007, and provides for interest at LIBOR plus 0.55% (5.90% at
December 31, 2006). Interest accrues on the outstanding balance and is due monthly. The note is
collateralized by the Fund’s cash and cash equivalents at the bank. The note was renewed through
August 28, 2008 with a credit line of $2,500,000.

TRANSACTIONS WITH RELATED PARTIES

Transactions with Iowa Capital Investment Corporation, Inc. - The Fund pays to ICIC as General
Partner an annual management fee, determined in accordance with ITowa Code 15E.61. At the request of
any partner the General Partner shall provide reasonable documentation of its reasonable and necessary
costs incurred. Fees incurred under these provisions were approximately $50,000 and $29,000 for the

~ year ended December 31, 2006 and for the period from October 30, 2003 (inception) through

December 31, 2005 and were recorded in general and administrative expenses, respectively. The Fund
paid certain start-up legal costs on behalf of ICIC as the General Partner to prepare for operations. ICIC
will repay those costs out of future management fees and returns on investments.

Transactions with Iowa Capital Investment Board - The Fund pays Iowa Capital Investment Board
(“ICIB”), an agency of the State of Iowa, a closing fee, up to the statutory maximum, equal to its

“reasonable and necessary costs with respect to the issuance of contingent tax credit certificates to IDI as

a Preferred Limited Partner of the Fund (to the extent such certificates relate to such Preferred Limited
Partner's interest in the Partnership). The Fund will not pay this fee annually but rather at the time of
issuance of any additional tax credits. Fees paid under these provisions were approximately $5,000 and
$35,000 for the year ended December 31, 2006 and for the period from October 30, 2003 (inception)
through December 31, 2005, respectively.

Transactions with Iowa Designated Investor, Inc. - IDI, upon making a commitment to invest in the .
Fund as a Preferred Limited Partner, received contingent tax credit certificates from ICIB under
authority granted by the Fund’s enabling statute and rules (Iowa Code 15E.61 and Iowa Administrative
Code, Section 123, Chapter 4.1) that assures its receipt of a Scheduled Return (as defined in the
Partnership Agreement) in order to mitigate its risk in the investment.

The tax credit certificates<have value to the extent that the actual return from the Fund to a Preferred
Limited Partner is less than such partner’s Scheduled Return. As such, the tax credit certificates are
“contingent”, having a value equal to the deficiency between actual return and Scheduled Return should
it occur. If the actual return equals or exceeds the Scheduled Return, then the tax credit certificates
have no value and are retired unused. The Fund’s enabling statute (see above) requires it to minimize
state appropriations and therefore the redemption of tax credits.
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If a Preferred Limited Partner determines and is otherwise permitted to redeem the tax credit
certificates, the contingent certificates are first certified in total amount by the General Partner and then
presented to the ICIB under the rules noted above for issuance of a verified tax credit certificate. Once
verified, the Preferred Limited Partner would recognize revenue for reporting purposes under
accounting principles generally accepted in the United States of America. The verified tax credit
certificates may be used by any holder against current or future liabilities for payment of lTowa income,
premium, or franchise taxes and are freely transferable. Tax credit certificates may be verified in -
amounts up to $20 million that might first become redeemable in any one year. Tax credit certificates.
may not be carried back against past liabilities but they may be carried forward up to seven years. At
December 31, 2006 and 2005, IDI was the holder of a contingent tax credit certificate with a maximum
amount of $12 million.

Transactions with Cimarron Capital Partners, LLC. - The Fund pays to Cimarron management fees
and fees for organizing and maintaining tax credit purchase agreements. Fees paid under these
provisions were approximately $650,000 and $433,800 for the year ended December 31, 2006 and for
the period from October 30, 2003 (inception) through December 31, 2005, respectively.

SUBSEQUENT EVENT

On January 31, 2007, the Fund made an investment commitment of $5,000,000 to Village Ventures
Fund II, L.P., a venture capital fund headquartered in Williamstowrn, Massachusetts.
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